LEGISLATIVE SERVICESAGENCY

OFFICE OF FISCAL AND MANAGEMENT ANALYSIS
301 State House
(317) 232-9855

FISCAL IMPACT STATEMENT

L S 6507 DATE PREPARED: Jan 30, 2002
BILL NUMBER: HB 1004 BILL AMENDED: Jan 29, 2002

SUBJECT: State and Local Fiscal Matters and Appropriations and Tax Restructuring.

FISCAL ANALYST: Diane Powers; Alan Gossard
PHONE NUMBER: 232-9853; 233-3546
FUNDSAFFECTED: X GENERAL IMPACT: State & Locd
X DEDICATED

X FEDERAL

Summary of L egislation: (Amended) Thisbill has the following provisions.

(1) Establishesthe Tax Relief Fun and the Tuition Support Stabilization Fund.

(2) Establishes and transfers certain Department of Commerce functions to a Economic Devel opment
Corporation.

(3) Authorizes investment of certain state funds in alternative investments.

(4) Extends the time for completion of the general reassessment of real property by one year.

(5) Increases the Sales Tax, Admissions Tax, Wagering Tax, Corporate Adjusted Gross Income Tax, and
Cigarette Tax.

(6) Delays the reduction in the Premium Tax rate.

(7) Imposes aBusiness Activity Fee.

(8) Imposes a specia assessment on public utility companies.

(9) Eliminates the Gross Income Tax for all entities except public utility companies.

(20) Imposes a special property tax assessment on public utility companies.

(11) Lowersthe Property Tax Replacement Credit (PTRC), increasesthe Homestead Credit and the standard
homestead deduction, and establishes a property tax deduction for rental property, and a property tax
deduction for production inventory.

(12) Authorizes the establishment of high impact business areas.

(13) Establishes and increases tax credits against state tax liability, including the Investment Credit, the
Business Personal Property Tax Credit, the Research Expense Credit, the Earned Income Tax Credit,
Corporate Headquarter Relocation Credit, and Certified Jobs Skills Training Program Credits.

(14) Terminates and reduces certain local property tax levies, including areduction in the school general
fund levy and county family and children’'s fund levy.

(15) Provides state funding to replace the reduced levies.

(16) Providesaproperty tax deduction for rental property and increasesthe adjusted grossincome deduction
for rent paid for aresidence.

(17) Makes changesin the Medicaid program and certain administrative fees.

(18) Changes appropriations from the 2001 budget.
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(19) Changesthetuition support formulaand allows money in certain funds to be used for school operating
expenses.

(20) Authorizes aloan from the Rainy Day Fund for the taxing unitsin Porter County.

(21) Voids the shelter allowance.

(22) Authorizes certified technol ogy parkstax increment financing, and exempts research and devel opment
equipment from the state Gross Retail Tax.

(23) Repeal sobsolete Bank Tax, Production Credit Association Tax, and Savingsand L oan Association Tax
provisions.

(24) Delays the closing of Muscatatuck and provides termination benefits to employee of a closed state
institution.

(25) Provides for unpaid leave.

Effective Date: (Amended) July 1, 2001 (Retroactive); January 1, 2002 (Retroactive); March 1, 2002
(Retroactive); March 14, 2002 (Retroactive); Upon passage; May 1, 2002; June 1, 2002; July 1, 2002;
December 1, 2002; January 1, 2003; July 1, 2003; January 1, 2004.

Explanation of State Expenditures. (Revised)

Summary — Tax Restructuring Provisions: This bill contains several provisions that impact state
expendituresand revenues. Thereisanet reduction in expenditures of $32.8 M in FY 2003. Thenetincrease
in estimated expenditures is $395.4 M in FY 2004 and $879.9 M in FY 2005. Estimated net revenue
increasestotal $393 M in FY 2003, $720.2 M in FY 2004, and $712.9 M in FY 2005. The net impact of the
revenueincreases over estimated expenditureis approximately $425.7 M in FY 2003, $324.8 M in FY 2004
and ($167.0 M) in FY 2005. The fiscal impact of each provision is summarized in the table below.
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Net Expenditure and Revenue I mpacts -- Tax Restructuring Provisions
Provision FY 2003 FY 2004 FY 2005

State Expenditures:
Net School Levy Reductions * ($22.2 M) $424.4 M # $905.2 M
Welfare Levies- 50% F & C/ 100% others 98.9 M 202.7M
Homestead Credit- Increase to 20% ($15.0 M) 153.9M 347.5M
Add. Homestead Credit on Reass. Increase 140M 331M
PTRC- 10% 4.4M (295.8 M) (608.6 M)

Total Change in Expenditures ($32.8 M) $395.4 M $879.9 M
State Revenues:
Elimination of Corporate Gross Income Tax ($95.2 M) ($198.8 M)
Elimination of SNIT/Increase Corp AGI 40.0M 84.4M
Business Activity Fee 2749 M 466.3 M
Research Expense Credit (24.8 M) (51.5M)
Increase Renter’ s Deduction- Add. $2,000 (37.6 M)
Earned Income Tax Credit- 8% Fed. Credit (14.8 M) (36.2 M)
Investment Tax Credit (29.0 M) (59.8 M)
Inventory Tax Replacement Credit 50% (69.7 M) (1425 M)
$37,500 AV Credit ** (1235 M) (89.4) M
Increase Sales Tax - Add 1% 393.0M 806.4 M 827.3M
Sales Tax Exemption- R & D equipment (44.1 M) (49.3 M)

Total Change in Revenues $393.0M $720.2 M $7129M
Balance to be Distributed to Reserve Funds $393.0 M $324.8M ($167.0 M)
* Expenditure estimates are net of the state capturing Excise Taxes, and FIT.
** This credit was enacted in P.L. 291-2001. The net impact of this bill increases the revenue loss from this credit by
$27.5M in FY 2004 but reduces the revenue loss by $9.4 M in FY 2005. The total impact of the credit is included to
reflect the provisions of |C 4-10-20 as added by this bill.
# FY 2004 expenditure growth rates reflect the current revenue forecast and not the historical increasesin these
expenditures. Growth rates could be higher depending on future appropriations.

Summary — Budget Deficit Reduction Provisions: This bill contains several provisionswhich resultin a
positiveimpact on the state General Fund estimated to be $228.4 M in FY 2002, $875.2 M in FY 2003, and
$791.2 M in FY 2004.

Thisiscomposed of estimated expenditure reductionstotaling $154.0 M in FY 2002, $225.4 M in FY 2003,
and $26.2 M in FY 2004. Estimated revenueincreasestotal $74.4 M in FY 2002, $649.8 M in FY 2003, and
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$765.0 M in FY 2004. The fiscal impact of each provision is summarized in the table; additional details of
the bill follow the table.

Expenditure and Revenue Impactsto the State General Fund -- Budget Deficit Reduction Provisions

Provision FY02 FYO03 FY04 Affected Fund or Agency

State Expenditures:

School Funding - ($115.4 M) -- School Corporations
Medicaid Spending - (32.3 M) (32.3M)  Family & Socia Services Admin.
Higher Ed Operating Expenses - (29.0 M) -- Institutions of Higher Ed
State Police Funding -- (54.8 M) - Motor Vehicle Highway Account
PTRC Distributions (154.0 M) -- -- Local Taxing Units
Tobacco Farmers Provisions - 47 M 4.7M Three Dedicated Funds
State Facilities Down-Sizing Provisions* 14M 14M Muscatatuck State Dev. Center
IN Commission on Health Care Excel. 0.05 M 0.05 M Commission’s Subcommittees
Total Change in Expenditures ($154.0 M) ($2254 M) ($26.2 M)
State Revenues:
Riverboat Admission Tax Increase - $41.7M $425M  Department of State Revenue
Riverboat Wagering Tax Increase - 40.0 M 41.4 M Department of State Revenue
Transfer from Lottery/Gaming Surplus - - 100.0M  State & Local Capital Projects Acct.
Tobacco Funds - - 90.0 M Tobacco Settlement revenues
Tobacco Funds 50.0 M 90.0 M -- Investment Trust Portion of Tobacco
Master Settlement Agreement Fund
Homeowner’ s Property Tax Deduct’n - 56.0 M 62.6 M Department of State Revenue
Property Tax Add Back -- 91.7M 96.2 M Department of State Revenue
Cigarette Taxes 244 M 293.6 M 2949 M Department of State Revenue
Premium Tax - 39M 11.7M GF
Property Tax Representative Lic. Fee - 0.04M 0.04 M State Tax Board (DLGF)
Continuing Education Fees - 0.02M 0.02M State Tax Board (DLGF)
IDEM and State Police Fees ** - 9.2M 20M Dept. of Environmental M anagement
$2 Bed Tax on Nursing Homes 236 M 236 M Health Facilities Council
Total Change in Revenues $74.4M $649.8M  $765.0M

* This assumes an equal distribution of benefits over FY 2003 & FY 2004.
**A portion of IDEM fee increases are deposited into dedicated funds and are not summarized in thistable. The bill provides
that the State Police may increase fees by rule and, thus, would depend upon administrative action.
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Tax Restructuring Provisions:

School General Fund Property Tax Levies: The bill changes the assessed valuation used in the CY
2003school formula. The bill provides for the use of the 2003 assessed valuation in the CY 2003 school
formula, under the current reassessment schedul e the school formula usesthe CY 2002 assessed valuation
in the CY 2003 school formula. The change increases property taxes by about $44.3 M for CY 2003. This
bill reduces school general fund property tax levies for CY 2004 by $893.1 M and the amount of Motor
Vehicle Excise Tax and Financial Institutions Tax (FIT) that isdistributed to schoolsby $113.3 M. The state
capturesthe reduction in Motor Vehicle Excise Tax and FIT dueto reductionsin the levies as state General
Fund revenue. The net impact of the provision is the decrease in the school general fund levies. Currently
no school formula exists for CY 2004. Assuming that the CY 2004 formula would continue the CY 2003
trend but provide a50% reduction in the levy, the change in the state’ stuition support responsibility would
be decreased $22.15M for FY 2003 (Y2 of the CY 2003 amount of -44.3 M) and increased $424.4 M for FY
2004 (%2 of the CY 2003 amount of -44.3 M and ¥z of the CY 2004 amount of $893.1 M) and $905.2 M in
FY 2005.

School Funding Calendar Year Projections 2003 2004 2005

State Support Bill 3,568,100,000 4,716,950,000 4,845,100,000
Current 3,612,400,000 3,710,600,000 3,811,500,000

Difference (44,300,000) 1,006,350,000 1,033,600,000
Property Taxes Bill 1,827,800,000 938,600,000 964,000,000
Current 1,783,500,000 1,831,700,000 1,881,200,000]

Difference 44,300,000 (893,100,000) (917,200,000)
Motor Vehicle Excise & FIT Bill 220,400,000 112,450,000 114,700,000
Current 220,400,000 225,700,000 231,100,000

Difference (113,250,000) (116,400,000)

Total Bill 5,616,300,000 5,768,000,000 5,923,800,000
Current 5,616,300,000 5,768,000,000 5,923,800,000

Difference 0 0 0

Madison Consolidated School: The bill reduces Madison Consolidated School’ sreduction in previous year
revenue caused by having students enrolled in both a private school and their public school. The reduction
in revenue under current law is about $877,000, but the increased revenue generated by the additional
students was $728,000 for CY 2000. The school would receive about $50,000 in additional tuition support
revenue for CY 2002, CY 2003, and CY 2004.

Welfare Levy Reduction: Thisbill reduces the county property tax levy for the Family and Children’s Fund
and eliminates the remaining county funding of welfare and children’s services and transfers funding
responsibility to the state. (HEA 1001-1999 removed the property tax levies for the County Welfare Fund
and the County Welfare Administration Fund.)

Beginning in CY 2004, the state would be responsible for 100% of the current county expenditures for
welfareand children’ sservicesfromthe Medical Assistanceto WardsFund, the Health Carefor the Indigent
Fund, and the Children With Specia Health Care Needs Fund. The state would al so be responsible for 50%
of the Family and Children’s Fund levies beginning in CY 2004. The projections below are based on
estimated growth in child welfare expenditures of about 5% per year reflecting the average annual increase
from 1998 to 2001.

HB 1004+ 5



The state already contributes to this expenditure in the form of Property Tax Replacement Credit (PTRC)
and Homestead Credit. Part of the counties’ funding also comes from distributions of Excise Taxes (Motor
Vehicle, Commercial Vehicle, Boat, and Aircraft) and Financial Institutions Tax (FIT) revenue. The state
will receive Excise Taxes and FIT payments attributable to the welfare funds from counties under this
provision. The additional state expenditure estimates for the reduction of the gross welfare levies are
presented by fund in the following table.

Estimated Cost for Reduction of Gross Welfare Levies
(In $Millions)
Fund CY 2004 CY 2005 FY 2004 FY 2005
Family & Children $123.9 $130.1 $62.0 $127.0
HCI 55.0 57.8 275 56.4
MAW 11.8 124 5.9 121
Children w/ Health Needs 7.0 7.3 35 7.2
TOTAL $197.7 $207.6 $98.9 $202.7

Homestead Credit Increase: Currently, Homestead Credits are equal to 10% of homeowners property tax
liability. The Homestead Credit percentageis scheduled to changeto 4% in CY 2004. Thisprovision would
permanently set the Homestead Credit at 20% beginning in CY 2004. In CY 2001, Homestead Credits (at
10%) amounted to $195.5 M.

In addition to the increase in the Homestead Credit rate, the property tax levy reductions found elsewhere
in this bill will also have an impact in the cost of providing Homestead Credits. Also, the delay of
reassessment will reduce CY 2003 Homestead Credit expense. The following table summarizes al of the
changesin this bill that affect the cost of the Homestead Credit. The changes made by the levy reductions
were considered first. The resulting Homestead Credit cost serves as the base for the change in the credit
percentage.

Summary of Homestead Credit Cost Change
Cal. Current | New Cost Change I_:rom Cost Change From Total
Levy Reduction /
Y ear % % Per centage Change Cost Change
Reassessment Delay
2003 10% 10% ($30.0 M) $ 0 ($30.0 M)
2004 4% 20% (17.0 M) 354.8 M 337.8M
2005 1% 20% (18.0 M) 375.2M 357.2M

The following table is a summary of the total Homestead Credit cost changes by state fiscal year.
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Summary of Homestead Credit Cost Change
Fiscal Year Total Cost Change
2003 ($15.0 M)
2004 1539M
2005 3475M

Additional Homestead Credit For Increased Tax Bills: This bill would provide an additional homestead
credit to homeownersif their net property tax liability in CY 2004 or CY 2005 isgreater than their CY 2003
net liability on the same property. The credit would equal the amount of the increase multiplied by 25% in
CY 2004, 18%in CY 2005, and 9% in CY 2006. Based on the levy reductions, Homestead Credit increase,
and PTRC changes found elsewhere in this bill, the cost of the additional Homestead Credit under this
provision is estimated at $14.0 M in FY 2004 and $33.1 M in FY 2005.

Property Tax Replacement Credit Reduction: Under current law, the state pays Property Tax Replacement
Credits (PTRC) in the amount of 20% of most school and civil taxing unit operating fund levies. PTRC is
currently paid fromthe Property Tax Replacement Fund whichisannually supplemented by the state General
Fund.

The state's PTRC expense would be reduced to 10% under this bill beginning in CY 2004. The PTRC
expense was $886.5 M in CY 2001 and has grown at an average annual rate of 4.3% over thelast five years.
In addition to the PTRC rate reduction, the property tax levy reductions and the reassessment delay found
elsawhere in this bill will aso have an impact in the cost of providing Property Tax Replacement Credits.
Thefollowing table summarizesall of the changesinthishill that affect the cost of PTRC. The changesmade
by the levy reductions were considered first. The resulting PTRC cost serves as the base for the change in
the credit percentage.

Summary of PTRC Cost Change
Cost Change From
Levy Reduction / Cost Change From Total
Cal. Year Current % New % Reassessment Delay Per centage Change Cost Change
2003 20% 20% $ 89M $ 0 $ 89M
2004 20% 10% (2102 M) (390.4 M) (600.5 M)
2005 20% 10% (215.7 M) (401.0 M) (616.7 M)
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The following tableis asummary of the total PTRC cost changes by state fiscal year.

Summary of PTRC Cost Change
Fiscal Year Total Cost Change
2003 $ 44M
2004 (295.8 M)
2005 (608.6 M)

Earned Income Tax Credit Refunds: Therefundable portion of the earned incometax credit (EITC) qualifies
as Maintenance of Effort (MOE) expenditures and would contribute toward the state's annual MOE
requirement under the Temporary Assistance to Needy Families (TANF) program. Based on simulations
using 1999 tax return data, EITC refundsfor those eligibleunder current law total an estimated $13.8 M. The
simulations also suggest that refunds under the bill would total about 30% of total credits. Thus, the
refundable EITC would increase by about $2 M to $2.5 M.

Budget Deficit Reduction Provisions:

Income Tax Deductions and Credits. The Department of State Revenue (DOR) will incur some
administrative expenses related to the revision of tax forms, instructions, and computer programs dueto the
temporary suspension of the homeowner’ sproperty tax deduction, thetemporary re-institution of the property
tax add back, and varioustax creditsinthebill. These expenses presumably can be absorbed giventhe DOR's
existing budget and resources.

School Funding: The bill reduces the tuition support local schools receive from the state for the last six
months of CY 2002 and thefirst six months of CY 2003. The amount of the reduction each year isthe CY
2002 assessed val uation divided by 100 timesthelesser of $0.0328 or ¥z 0f the CY 2002 capital projectsfund
rate. The reduction would be about $57.7 M per six-month period, or $115.4 M for FY 2003.

Medicaid Program: Thebill providesfor specific changesto the Medicaid program, including: (1) allowing
the Office of Medicaid Policy and Planning (OMPP) to limit the amount spent on dental services for
Medicaid recipients; (2) authorizing OMPP to: (a) place alien on aMedicaid recipient'sreal property if the
office determines that the recipient will not return to live on the property; and (b) enforce the lien if the
property issold or upon the death of therecipient; (3) permitting OM PPto recover from adeceased Medicaid
recipient nonprobate assets in which the recipient has an interest at death but that do not pass through the
probate estate; (4) authorizing OMPP to require a Medicaid recipient to select only one pharmacy; (5)
imposing a$2 fee until August 1, 2004, on health facilities on aper bed per day basis; (6) requiring OM PP
to apply for awaiver to: (a) include the aged, blind, and disabled in the Medicaid managed care program;
and (b) makecertain changestothestate Medicaid plan (the bill excludesaged, blind, and disabled recipients
in certain locations from mandatory participation in the Risk-Based Managed Care program); (7) changing
eligibility requirements for CHIP; and (8) eliminating continuous eligibility for children in the Medicaid
program. The quantifiable impacts to the state from these changes are summarized in the following table.

HB 1004+ 8



Impact of Medicaid Changes on General Fund Total State Federal
Expenditures ($M):
Limit Adult Dental Services (26.3) (10.0) (16.3)
Pharmacy “Lock-in” (35.5) (13.5) (22.0)
$2 Bed Tax Impact on State Veterans' Home 0.2
Elimination of “Continuous Eligibility” (21.1) (8.0 (13.2)
Obtain Lien Authority (2.6) (2.0) (1.6)
Limit Asset Shelter-Funeral/Buria Trusts Indet Decr  Indet Decr  Indet Decr
Broaden Definition of Estate Indet Decr  Indet Decr  Indet Decr
Revenues ($M):
$2 Bed Tax on Nursing Facilities 62.1 236 385
Total Impact on General Fund 147.6 55.9 915

Operating Expenses for Higher Education: The bill also requires a reduction of $29 M in FY 2003
appropriations for operating expenses for higher education. The bill specifies the reduction shall bein the
proportion of the operating appropriations of each campus divided by the total operating appropriations for
al university campuses. The bill would alow universities to defray the operating appropriation reductions
withfundsappropriated to Higher Education Technol ogy fromthe Build IndianaFund. Theamount available
may not exceed $29 M.

Expenditures fromthe Motor Vehicle Highway Account: The bill changes the funding sources for the State
Police operating account. Currently, the State Police operating account is funded from the State General
Fund, the Motor V ehicleHighway Account (MVHA), and the M otor Carrier Regulation Fund. Thebill funds
the State Police operating account fromthe MVVHA and the Motor Carrier Regulation Fund. Thiswill reduce
State General Fund expenditures by an estimated $54,841,661 for FY 2003, which represents the State
General Fund expendituresfor the State Police operating account. The bill does not change the funding for
the State Police Pension and Benefit Funds which are supported equally by the State General Fund and the
MVHA.

TheMVHA aso distributes fundsto the Department of Transportation and local units of government based
on aformula. The additional MVHA funds used to support the State Police would otherwise have been
distributed with 53%, or approximately $29,066,080, going to the Department of Transportation, and 47%,
or approximately 25,775,581, going to local units of government.

The bill adjusts MVHA distributions by removing $20 M of MVHA funds from the Personal Services
account of the Bureau of Motor Vehicles (BMV) and distributing these funds based on a formula which
provides 53%, or $10.6 M, to the Department of Transportation, and 47%, or approximately $9.4 M, tolocal
units of government. The $20 M of MVHA funds which the BMV loses may be replaced with additional
revenue generated by fees charged in license branches.

The bill providesthat $34.842 M that would otherwise be distributed to the State Highway Fund (INDOT),
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areto beused to fund the appropriation for the State Police. Thebill providesthat distributionsto local units
will not be reduced from what they would otherwise receive.

The State Auditor will compute what local units would have received prior to the bill. Whatever the
difference is between the two computations, the State Auditor will reduce INDOT’ s distributions by that
differenceandincreaselocal units’ distributionsby that sameamount. Thenet effect of the proposed changes
will ultimately impact the INDOT and not local units.

Pension Fund Investments: The bill requires public pension fundsto invest 20% of the amount that the fund
allocatesto alternative investments, in Indiana alternative investments. It providesthat if, in the exercise of
financial and fiduciary prudence, apublic pension fund determinesthat appropriate alternative investments
arenot available in Indianato meet the 20% all ocation requirement, the fund may not invest the amount that
the board was not able to invest in alternative investments in Indiana in alternative investments outside
Indiana. It providesthat the funds may invest the amount that the fundswere not ableto invest in alternative
investmentsin Indianain other investmentsthat the board determinesare prudent. It affectsall pension plans,
both at the state level and at the local level.

The funds affected at the State level are the Public Employees’ Retirement Fund (PERF), the Teachers
Retirement Fund (TRF), and the State Police Pension Plans. At thelocal level, thebill affectsthe 1925 Police
Pension Fund, the 1937 Firefighters Pension Fund, and the 1953 Police Pension Fund. It should be noted
that the three local police and firefighter funds listed have no assets in which to invest.

This proposal affects the policy under which the public pension funds operate. The decisions of the boards
of trustees of PERF and TRF will need to fall within the parameters of the bill regarding alternative
investments. Currently, neither fund utilizes aternative investments.

PTRC Distributions: The state currently makessix Property Tax Replacement Credit distributionsto county
treasurers each calendar year from the Property Tax Replacement Fund (PTRF). Under HEA 1001 (2001),
the May 2001 distribution was delayed until July 2001. After 2001, the original payment scheduleisto be
resumed. This means that the last FY 2001 payment was delayed until FY 2002 thereby creating five
paymentsin FY 2001 and seven paymentsin FY 2002. Thisbill would require that the alternative schedule
is to be used each year. The continued delay of the May payment until July would reduce the number of
paymentsin FY 2002 from seven to six and reduce state expenditures from the PTRF by about $154 M in
FY 2002.

Headquarters Relocation Tax Credit: Under this bill, the Department of State Revenue (DOR) would be
required to calculate the credit allowed and determineif the expenditure made by the taxpayer wasthe result
of relocation of a corporate headquarters. The DOR would be required to consider whether the expenses
made by a taxpayer would have occurred regardless if the taxpayer’ s business headquarters had rel ocated
or not.

Certified Technology Parks: The bill requires the Indiana Department of Commerce (IDOC) to certify
technol ogy parks proposed by local redevel opment commissions. However, the bill also limits to three the
number of technology parks that the Department may certify. Thus, the IDOC should be able to meet these
demands given its current budget and resources. The January 2, 2002, state staffing table indicates that the
IDOC has 15 vacant positions.

The bill permitsalocal unit to apply to the IDOC for certification of territory under the jurisdiction of its
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redevel opment commission asacertified technology park. The bill allowsthe IDOC to designate acertified
technology park if it determinesthat the application demonstrates afirm commitment from at least one high
technology business creating a significant number of jobs in the park and satisfies at |east one of several
additional criteria, including: (1) demonstrating significant financial and other support from a higher
education institution or private research institute; (2) demonstrating significant commitment from such
institutions for commercialization of research produced in the park; (3) existence or proposed devel opment
of a business incubator in the park; or (4) assurance that the primary use of the park will be for high
technology activity or a business incubator. The bill provides that the local unit’s legislative body and
redevel opment commission may enter into an agreement with the IDOC establishing thetermsand conditions
governing the certified technology park. The bill also requiresthat the IDOC market a certified technology
park and permits the IDOC and a redevel opment commission to contract with each other or any third party
for such marketing services.

Thebill also requiresthe Department of State Revenue (DOR) to determine the base grossretail and income
tax base period amountsfor acertified technology park. The base grossretail period amount isthe aggregate
amount of state gross retail and use taxes remitted by businesses operating in the area encompassed by the
technology park during the full fiscal year preceding the establishment of the technology park. Theincome
tax base period amount is the amount of income taxes (state Adjusted Gross Income Tax, and local option
income taxes (CAGIT, COIT, and/or CEDIT)) paid by employees employed in the area encompassing the
technology park for thefiscal year preceding establishment of the park. Every October, the DOR isrequired
to calculate the incremental income and salestax revenuesfor each technology park for the preceding state
fiscal year.

Lastly, thehill requiresthe State Treasurer to establish an Incremental Tax Financing Fund for each certified
technology park. Each year, incremental income and salestax revenue generated in atechnology park must
be deposited in its respective fund up to $5 M over the lifetime of the park. Each month, money in a
technology park’ sIncremental Tax Financing Fundisdistributed to theredevel opment commission operating
the park for deposit in its Certified Technology Park fund.

Tobacco Farmers Provisions. The bill appropriates money from the General Fund to the Value Added
Research Fund, the Rural Development Administration Fund, and the Indiana Rural Development Council.
(Seethetable below.)

General Fund Impact FY 2003 | FY 2004 | FY 2005 | FY 2006 | FY 2007 | FY 2008 | FY 2009
Value Added Research Fund $10M | $10M | $10M | $1.0M | $1.0M | $1.0M | $1.0M
Rural Develop. Admin. Fund 25M 25M 25M 25M 25M 25M 25M
Rural Development Council 12M 12M 12M 12M 12M 12M 12M

General Fund Appropriations | $4.7M | $47M | $47M | $47M | $47M | $47M | $47M

The Tobacco Farmers and Rural Community Trust Fund is renamed the Tobacco Farmers Fund. The bill
requires certain transfers of revenue from the Tobacco Master Settlement Agreement fund to the Tobacco
Farmers Fund until January 1, 2010. (See the table below.) The estimated payments to the Tobacco Master
Settlement Fund will be sufficient to make the required transfersto the Tobacco Farmers Fund aswell asthe
annually required transfer of $90 M discussed above.
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Tobacco Master Settlement

Fund I mpact FY 2003 | FY 2004 | FY 2005 | FY 2006 | FY 2007 | FY 2008 | FY 2009
Phase Il Supplement ($23.6M) [ $4.72M [#a.72M [ 4.72M [s4.72M [ $4.72 M
Phase || Market Share Adjust. 063M | 0.64m | 0.65M | 0.66M | 0.67M | 0.68M | 0.69M

Tobacco Master Settlement $5.35M | $5.36 M | $5.37 M | $5.38 M | $5.39 M | $0.68 M | $0.69 M

Sate Facilities Down-Szing Provisions:

Benefit Payment: Under thisbill certain employees are entitled to payment for accrued leave time.
Employees of the Division of Disability, Aging, and Rehabilitative Services; the Division of Mental Health
and Addiction; the State Department of Health; and the Department of Correction; who are laid off or
terminated solely because of the closing or downsizing of afacility and have not found another position with
state government may receive additional benefits. Currently, the Division of Disability, Aging, and
Rehabilitative Servicesis the only entity with published plans to either downsize or close a facility. The
provisions of thisbill are ongoing and the total costs are not known at thistime.

Employeesthat are terminated and do not find employment with another state agency are entitled to receive
the salary equivalent of 60% of accrued sick leave, personal time, and vacation timein excess of thirty days.
In addition, employees who have not obtained health care from other employment are eligibleto remainin
the state group health insurance program with the state paying the employer contribution for one year.

Divisionof Disability, Aging, and Rehabilitative Services- Muscatatuck Sate Devel opmental Center
Closure - Total Cost - $2t0$3.4 M

Thisfacility is scheduled for closure by June 2003. There are currently 896 staff employed at thisfacility.
The costs associated with payment of leave time and health care for staff are as follows.

Leave Time - Although the number of employees find employment outside of state government is
not known, 75% is assumed. The hours of leave time are estimates based upon employees that left state
employment from December 16, 1999, to December 16, 2000. It assumes that staff have on average: 9.5
hours of eligible vacation time, 51.2 hours of sick time, and 2.4 hours of personal time. The hourly rate used
is$12.41 (current average wage of employees at Muscatatuck). Cost to the state: $315,967. This cost may
be higher or lower depending upon actual employee leave time.

Health Benefits- Theaverage cost for health coveragefor M uscatatuck employeesis $297 biweekly.
Cost to the state varies depending upon participation and duration of enrollment. Costs range from $1.7 M
(25% participation for one year) to $3.1 M (45% participation for one year).

Extension of Muscatatuck Closure Date: This bill extends the closure date of Muscatatuck State
Developmental Center (M SDC) until June 30, 2004. TheM SDCiscurrently budgeted through June 30, 2003.

The FY 2002 appropriation for MSDC is $56.4 M. Of thisamount $3.6 M are fixed costs, and $52.8 M are
staff and supply costs. The per diem for residents at MSDC is currently $667 per resident. Of this amount
M edicaid reimbursesthe state $265, with state cost of $402 per resident. (Themaximum Medicaid allowable
per diem is $428 per resident. This amount includes the state share of $163. Since the MSDC per diemis
above this match, the state is responsible for 100% of costs above this amount, an additional $239).

The cost of this provision depends upon the number of residents remaining at MSDC in 2004. Many of the
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residents arein the process of transferring to placementsin the community. Depending on the timing of the
transition process, al residents may be in a community placement by the end of FY 2003. Given this
possibility, the costs associated with keeping Muscatatuck open are difficult to assess. However, the fixed
costs are $300,000, and costs per resident are $12,442 per month.

Capital Costs: The FSSA hired BSA Designtoreview the condition of state-operated carefacilities.
This study estimates that MSDC requires $84.1 M in capital improvements over the next ten-year period to
maintain existing service. Some of these items may need addressed prior to the 2004 deadline. The extent
and cost of these critical repairs are not known at thistime.

Interim Study Committee: Thisbill establishes an interim study committee to review the placement
of residents and retraining of employees at Muscatatuck. The costs associated with this provision depend
upon the number of people on this committee. L egislative Council Resolution 01-03 establishes an annual
budget of $9,000 for committees up to 15 members and $18,500 for committees of 16 members or greater.
Thisinterim study committee will meet during three fiscal years.

Certified Job Skills Training Programs: The bill requires the Department of Workforce Development to
certify job skillstraining programsfor purposes of the employer and employeetax credits and to certify that
job skillstraining is related to particular career fields and job classifications for purposes of the employee
tax credit. The Department should be ableto meet these demandsgivenits current budget and resources. The
January 2, 2002, state manning table indicates that the Department has 94 vacant full-time positions, 46 of
which are assigned to regional offices.

Economic Development Cor poration: Thebill establishesthe Economic Devel opment Corporation composed
of 13 appointed members. The Corporation is a body politic and corporate that is authorized to employ
officers, agents, and empl oyees necessary for its operations and to incur debt. Corporation members are to
be reimbursed for actual and necessary expenses on the same basis as state employees. Currently, per diem
for members of the General Assembly is $112 per day, and the current mileage rate is $0.345 per mile.

Thehill transfersthe responsibilities of the Indiana Department of Commerce (IDOC) relating to economic
development in Indiana to the Corporation. The bill also requires that the Indiana Small Business
Development Corporation and the Indiana Economic Development Council are a part of the Economic
Development Corporation. However, the bill does not eliminate the board of directors of each of these
entities, but provides that they are advisory to the Economic Development Corporation. The bill transfers
the current duties of the IDOC relating to energy policy to the Department of Environmental M anagement;
and renames the IDOC the Department of Tourism and Community Devel opment and placesit in charge of
tourism and community devel opment duties.

The January 2, 2002, state staffing table indicates that the IDOC currently has 81 positions, 75 of which are
filled, within the functional areas of economic development, community development, tourism and film
development, and energy policy. The economic development area (encompassing devel opment finance,
business development, international trade, and redevelopment) has 41 full-time positions, 38 of which are
filled, with asalary cost of about $1.48 M. Thetourism and film devel opment, community devel opment, and
mainstreet programs have 26 full-time positions, all of which arefilled, with an annual salary cost of about
$935,000. Theenergy policy areahas 14 full-time positions, 11 of which arefilled, with anannual salary cost
of about $412,000. In addition to employeesin these functional areas, the IDOC also has about 50 full-time
positions, 40 of which are filled, that appear to be executive office and central services to the above-
described functional areas. The annual salary cost of these employeesis approximately $1.77 M.
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Build Indiana Fund (BIF) Appropriations: The bill provides for several cancellations, reductions, and
appropriations from the BIF Fund resulting in net additional appropriations of $17,500.

Hoosier Homefield Advantage Investment Tax Credit: The tax credit established by the bill would create
additional administrative demands on the Indiana Department of Commerce (IDOC). Under the bill, the
Economic Development for a Growing Economy (EDGE) Board is responsible for administering the
investment tax credit, and the IDOC is required to provide administrative support to the EDGE Board in
administering the tax credit. The bill also requiresthe EDGE Board to provide for abiennial evaluation of
theinvestment tax credit program. The IDOC should be able to meet these demands given its current budget
and resources and given that it currently provides support to the EDGE Board in administering the EDGE
Tax Credit Program.

Under the bill, the DOR also isresponsible for imposing and coll ecting assessments against taxpayers who
have been awarded i nvestment tax credits but do not comply with the performance conditionsinthetax credit
agreement with the EDGE Board. The tax credit also would create additional responsibilities for the State
Budget Agency (SBA). Thehill requiresthe SBA to certify that investment tax creditsawarded by the EDGE
Board under thisbill will provide an overall positivefiscal impact to the state. Currently, the SBA performs
this function with respect to Economic Devel opment for a Growing Economy Credits awarded annually by
the EDGE Board. As aresult, the administrative impact of this provision on the SBA is not expected to be
significant.

Expenditure Limits: This bill establishes a maximum annual percentage change for state government
expendituresto be based on the sum of the percentage changesin income (defined as the percentage change
in the Indiana non-farm personal income over thelast threefiscal years) and in population plus 1%. The bill
excludes expendituresfor education, teachers' pension obligations, Medicaid, and property tax replacement
from the expenditure limits. If revenues exceed the expenditure limit, the excess shall be deposited in the
Excess Tax Fund. The General Assembly may authorize spending that exceeds the expenditure limit if a
concurrent resolution is adopted by a mgjority of the members of both the House and Senate.

Thebill allowsindividualsto file alawsuit to enforce the state expenditure limits. Successful plaintiffs are
allowed costs and reasonabl e attorney fees. The state may recover costsand reasonable attorney feesif asuit
isruled frivolous.

This bill applies to appropriations beginning in FY 2004. The bill limits expenditure increases to 4%
annually for FY 2004 and FY 2005. The new formulafor expenditure limitswould take affect beginning FY
2006.

According to the November 14, 2001, Surplus Statement, FY 2003 budgeted appropriations are $10,497.9
M and net expenditures are estimated to be $10,488.9 M. The average annua change in Indiana non-farm
personal income for the last three years (FY 1999 to FY 2001) has been 3.2%. The average annual change
in population has been less than 1%.

The impact on state spending and the amount of revenue which would be available for refund is subject to
legidlative, executive, and judicial actions.

Background Information: The prior three year average annual change in the Indiana non-farm persona
income and population for the last three fiscal years, aswell as the maximum limits set out in this bill, are
identified below.
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3Year Avg %

Changein IN Non- % Changein Max %

Fiscal Year Farm Income Population (includes +1%)
1999 3.8% .9% 5.7%
2000 3.9% .9% 5.8%
2001 3.9% .9% 5.8%

Indiana Commission on Health Care Excellence: The bill appropriates $100,000 over two years, FY 2002
and FY 2003, for the operation of the subcommittees of the Indiana Commission on Health Care Excellence.

Explanation of State Revenues. (Revised)

Tax Restructuring Provisions:

Corporate Taxes: Thishill eliminates the Gross Income Tax, except for utilities, and the Supplemental Net
Income Tax and establishesa Corporate Adjusted Gross Income Tax at arate of 8.5% applied to apportioned
Indiana AGlI.

This bill eliminates the Indiana Corporate Gross Income Tax, IC 6-2.1, as of December 31, 2003 for all
business except utilities. Taxpayers filing on a calendar year basis will end their year and pay the final
payment on April 15, 2004. Fiscal year Corporate Gross Income Tax filers will also end their year on
December 31, 2003, and make apayment for the shortened tax year on April 15, 2004. They may then begin
anew shortened year in 2004 to re-establish their fiscal year for tax purposes.

Background: Currently the Corporate Gross Income Tax applies to regular corporations who must
compute their gross tax liability and their adjusted gross tax liability and pay the greater of the two. A
corporation must then subtract that liability from apportioned Indiana Adjusted Gross Income (AGI) and pay
Supplemental Net Income Tax (SNIT) at arate of 4.5% on that tax base. The effectivetax rate for ataxpayer
paying Adjusted Gross Income Tax and Supplemental Net Income Tax is 7.747%.

Methodology: Theimpact of eliminating the Gross Income Tax is estimated by calculating Indiana
Corporate AGI from Supplemental Net Income Tax payments. By applying the effective rate of 7.747% to
the tax base and subtracting total corporate tax receipts for agiven year, the effect of the Gross Income Tax
on Indiana s corporateincometax revenueisisolated. The estimate of revenuelostin FY 2004, one-half the
annual total for that year, is $95.2 M and $198.8 M in FY 2005.

Increasing the tax rate from an effective rate of 7.747% to 8.5% on apportioned Indiana AGI is effective for
taxable years beginning after December 31, 2003. Therefore, it would take effect mid-way through state FY
2004. If corporations adjusted tax paymentsimmediately, theimpact is estimated to be an additional $40 M
in FY 2004. Itislikely that taxpayerswill not adjust on time and that most taxpayers will not remit the full
amount for the higher rate until filing after the end of their fiscal year. In that case most or al of the $40 M
will be shifted into FY 2005. Adjusted Gross Income Tax revenue collections would increase by an
additional $84.4 M in FY 2005.

Business Activity Fee: This bill also imposes a Business Activity Fee measured by net worth on all legal
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entities doing businessin Indiana. Theterm “legal entities’ for tax purposes excludes sole proprietorships.
Utilities are exempt from thisfee. Thefeeisimposed at arate of 0.3% on net worth apportioned to Indiana.
Thereisaminimum fee of $50 and a maximum fee of $250,000 per business entity. Entities with ataxable
net worth of less than $50,000 would be exempt from thisfee. Members of a consolidated group for income
tax purposes may not file for Activity Fee on a consolidated basis. A taxpayer with ownership interest in
another Indianabusiness may take adeduction equal to theamount of net worth investedin the other Indiana
business, provided the taxpayer’ s ownership interest constitutes 20% of the total ownership of the business
entity.

Methodology: The revenue from a Business Activity Fee in Indiana was estimated based on the
relationship between net worth and both employment [EM P] and gross state product [ GSP]. Datafrom four
states (Alabama, Mississippi, North Carolina, and Tennessee) which currently have a franchise tax was
utilized. A pooled, cross-sectional, time series ordinary least squares regresson model describes the
relationship between net worth and GSP and EMP. The model yielded an estimate of total net worth
apportioned to Indiana which when multiplied by the 0.3% rate gave a projected revenue estimate for an
uncapped activity fee. An estimate of the effect of imposing a cap per entity on Indiana’ s Activity Fee was
constructed through analysis of Indianabusinessincometax return data. This methodol ogy yields aforecast
of $458.1 M for CY 2004, which isestimated to grow at the samerate as other businessincome, 3% per year.

Taxpayers are to remit this fee during the fourth month after their tax year begins. Approximately 60% of
corporatetax payersfileonacalendar year basis. Therefore, it isestimated that approximately $274.9 M will
be remitted in FY 2004 and $466.3 M in FY 2005.

Resear ch Expense Credit: Thishill eliminatesthe apportionment factor for the Research Expense Credit and
increases the credit from 5% to 10% for tax years beginning January 1, 2004. This bill also extends the
current credit rate and structure until December 31, 2003. It is currently set to expire December 31, 2002.
It isestimated that these changeswill result in arevenue loss ranging from $12.7 M to $24.8 M in FY 2004
(due to changes in estimated quarterly payments) and $26.2 M to $51.5 M in FY 2005.

Over the past four years, the current Research Expense Credit hasranged from $9.2 M in FY 1996 to $24.2
M in FY 1999. It is difficult to estimate the exact impact of continuing this tax credit sinceit is dependent
on both the amount of research expenses individual taxpayers make during the year and their total tax
liability.

Apportionment Provision: This modification would mean that the credit is based on the taxpayer's
Indiana qualified research expenses, rather than the lesser of its Indiana qualified research expenses or its
apportioned research expenses for the tax year beginning January 1, 2004. Currently, only businesses that
do not have income apportioned to the state for a taxable year may calculate their credit based on only
Indiana research expenses.

This change would lower the tax liability for multi-state, Indiana-domiciled companies that conduct a
significant proportion of their research in Indiana, compared to the research conducted through their non-
Indiana operations. Elimination of the apportionment factor will allow all companies to compute their tax
credit based on the amount of research actually conducted in the state. It is unknown how many Indiana
businesses would be affected by this change.

Rate Change: The bill also increases the percentage of credit which may be taken for research and
development activities from 5% to 10%.
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Elimination of Expiration Date: Thisbill aso eliminatesthe December 31, 2003, expiration datefor
the current credit and effectively makes this a permanent credit available to taxpayers.

With additional incentives created for research and devel opment activity based in the state of Indiana, the
revenue lossfrom this credit could increase by an indeterminable amount. The credit provides $100,000 for
each $1 M in new research expenses. Increased expenditures on research activities could also generate
additional Adjusted Gross Income and Sales Tax revenue if these expenses are used to hire additional
employees or purchase related equipment.

Research expense tax credit affects revenue collections deposited in the General Fund.

Increase in Renter’ s Deduction: The bill increases the renter’ s deduction from $2,000 to $4,000 beginning
intax year 2004. This changeis estimated to reduce individual income tax revenue by approximately $37.6
M beginning in FY 2005. Since the number of taxpayer’ s claiming the deduction and the average deduction
claimed increase somewhat on an annual basis, the revenue loss from this change will likely increase in
subsequent years.

Under current law, ataxpayer may deduct from his or her state taxable income an amount equal to the total
rent paid during atax year up to $2,000. The rent deducted must be paid on the taxpayer’s principal place
of residence. In 1999, 637,500 taxpayers deducted rent totaling approximately $1,187.9 M under therenter’s
deduction. From 1989 to 1998 the number of taxpayers claiming the deduction increased by about 1.33%
annually, and the average amount deducted increased by about 0.57% per year. Based on these trends, the
current $2,000 renter’s deduction is estimated to total approximately $1,305.5 M in tax year 2004. In
addition, the 33% increase in the maximum allowable deduction in 1999 (from $1,500 to $2,000) resulted
in a28.5% increase in the average renter’ sdeduction in 1999. The estimated fiscal impact of increasing the
maximum allowable deduction from $2,000 to $4000 is based on this relationship.

Expansion of Earned Income Tax Credit: The bill eliminates the current earned income tax credit (EITC)
and establishes a credit equal to 8% of the federal Earned Income Credit beginning in tax year 2004. This
changeis estimated to increase the cost of the EITC by approximately $14.8 M in FY 2004 and $36.2 M in
FY 2005.

Under current law, ataxpayer may claim the EITC if: (1) the taxpayer has at least one qualifying child; (2)
the taxpayer’s income from all sources does not exceed $12,000; and (3) at least 80% of the taxpayer’s
Indianatotal income is earned income. The amount of this refundable credit is equal to:

($12,000 - the taxpayer’s Indiana total income) x (the AGI tax rate of 3.4%).

The federal Earned Income Credit is also based on ataxpayer's income, however, unlike the current EITC
thefederal credit: (1) isgranted to certain taxpayerswithout children; (2) variesdepending upon family size;
and (3) in 2001, increases with income starting at incomes of $1 until the credit begins to be phased out at
income equal to $5,950 for taxpayers with no children and income equal to $13,100 for taxpayers with
children. Based on the 2001 Federal Earned Income Credit Table, credit levels equal to 8% of the federal
credit and theincomesat which these creditswoul d be granted are provided in thetablebelow. Itisimportant
to note that the maximum credit levels, the maximum credit incomes, and the phase-out incomes under the
federal program are inflation-adjusted annually. Thus, the total annual cost of credits based on the federal
program will likely be subject to an annual trend upward.
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Federal Earned Income Tax Credit No children 1 child 2 or morechildren
Minimum Credit Income $1 $1 $1

8% of Federal Credit with Minimum Income Less than $1 Less than $1 Less than $1
Income Range for Maximum Federal Credit $4,750 - $5,949 $7,100 - $13,099 $10,000 - $13,099
8% of Maximum Federal Credit $29 $194 $321
Income Range of Federal Credit Phase-out $5,950 - $10,709 $13,100- $28,280 $13,100 - $32,120
8% of Federal Credit at Maximum Income Lessthan $1 Lessthan $1 Lessthan $1

Based on theinformation in thetable, ataxpayer with 2 children would: (1) receive astate credit of lessthan
$1 with earned income of $1; (2) receive the maximum state credit of about $321 with earned income of
$10,000 to $13,099; (3) receive a state credit less than $321 with earned income in the phase-out range; (4)
receive a credit of less than $1 with earned income of $32,120; and (5) receive no credit if earned income
exceeds $32,120.

Federal income tax data for tax year 1999 indicates that the federal credit was claimed on 356,503 income
tax returnsfiled by Indianaresidents. These credits totaled $556.6 M. Assuming 3.5% annual growth in the
credit total, the estimated federal creditsclaimed by Indianaresidents could potentially total $661.1 M intax
year 2004 and $684.2 M in tax year 2005.Thisgrowth rateisequal to the highest rate observed during recent
years when average annual growth was about 1.8%. At 8% of the federal credit, the EITC would total
approximately $52.9 M in tax year 2004 and $54.7 M in tax year 2005. Datafrom 1999 income tax records
indicatesthat approximately 105,000 taxpayersweredigibleto claimthe EITC under current law. Thecredit
amount available to these taxpayers is estimated to total $17.5 M. Thus, the change made by the bill is
estimated to increase the annual cost of the EITC by approximately $35.4 M in tax year 2004 and $37.2 M
in tax year 2005. Based on adjustments to withholdings, the estimated additional revenue lossin FY 2004
would be approximately $14.8 M. The full-year additional revenuelossis estimated to total $36.2 M in FY
2005. The FY 2004 total assumes that the change to the earned income tax credit will impact monthly
withholding during the second half of the fiscal year.

Investment Tax Credit for New Personal Property: Thisprovision createsan incometax credit availablefor
owners of new business persona property. The property would have to be a newly purchased depreciable
asset, beused in the production of income, and have auseful life of at |east threeyears. Theincometax credit
would equal 15% of the net property tax paid on the property in its first taxable year and 10% of the net
property tax paid on the property in its second taxable year.

The income tax credit may be taken against the taxpayer's liability under the Corporate Adjusted Gross
Income Tax, Financia Institutions Tax, and Insurance Premiums Tax. If the amount of the credit exceeds
the taxpayer'sliability, the taxpayer would be entitled to arefund. The Investment Tax Credit would reduce
state revenues.

The credit would first be claimed for tax years beginning 2004. Adjusting for estimated quarterly payments,

revenue collectionswould beimpacted beginning in FY 2004 with thefull cost of the credit beginningin FY
2005. The cost of the credit is estimated in the following table.
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Investment Tax Credit
State Revenue Reduction Estimate

Tax Year Credit Amount Fiscal Year Credit Amount
2004 $57.9M FY 2004 $29.0 M
2005 61.6 M FY 2005 59.8 M

The Investment Tax Credit would not be available for property on which the taxpayer received a Capital
Investment Tax Credit (in Shelby County) or a Rerefined Lubrication Oil Facility Credit.

High Impact BusinessInventory Deduction: The Stateleviesasmall tax ratefor State Fair and State Forestry.
A $20.5 M reduction in the assessed value base in 2001 would have reduced the property tax revenue for
these two funds by about $2,050 annually.

Secondary Impact: Sincethebill requiresthetargeted businessto commit to a$50 M investment and
retention of jobs, income and sale tax revenue will be positively impacted. Income and sales tax revenueis
deposited in the General Fund, the Property Tax Replacement Fund, and afew smaller dedicated funds.

Sales& Use Tax: Thishill increasesthe Salesand Use Tax from 5% to 6% effective December 1, 2002. The
bill also makes changesin the manner in which Sales and Use Tax revenue is distributed. The bill changes
the distribution of the revenue so that revenue generated as aresult of the tax increase is deposited into the
Tax Relief Fund and the Tuition Stabilization Fund during the second half of FY 2003, and the state General
Fund and Property Tax Replacement Fund in subsequent years.

Theincreaseisexpected to generate approximately $393.0 M in FY 2003, $806.4 M in FY 2004, and $827.3
M in FY 2005 inincreased Sales Tax Revenue. This estimate assumesthat the Sales Tax revenue will grow
2.6% over FY 2003, FY 2004, FY 2005. (This is the same rate forecast for FY 2002 by the Revenue
Technical Committee on November 14, 2001.)

Increased collections during the second half of FY 2003 will be distributed asfollows: $294.7 M to the Tax
Relief Fund and $98.3 M to the Tuition Stabilization Fund.

The bill also changes the distribution of Sales Tax revenue so that the funding levels of the Public Mass
Transportation Fund, the Commuter Rail Service Fund, and the Industrial Rail Service Fund will remain at
their current levels.

R & D Equipment Sales Tax Exemption: This bill exempts certain expenditures made on research and
development (R&D) equipment from the state Sales and Use Tax during FY 2004 and FY 2005. This
exemption is estimated to reduce Sales Tax revenue by $44.1 M in FY 2004, and by approximately $49.3
M inFY 2005. Thebill also containsaprovision requiring firmsthat receive the exemption to pay afeeequal
tothreetimesthevalue of the Sales Tax exemption if the exempted itemis moved out of state beforetheend
of its useful life.

Methodology: The estimate above is based on data obtained from the National Science Foundation

(NSF) that provide the total value of industrial research and development performed in Indiana. Based on
1998 data, adjusted for inflation, it was estimated that in FY 2004, Indianafirmswill expend approximately
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$3,156 M on R& D. The share of the estimated total expenditures subject to the Sales Tax wasthen estimated
using NSF data on the percentage of R& D expenditures used for equipment. Based on these data, it was
estimated that approximately 17%to 34% of IndianaR& D expenditures made would be subject tothe state’s
Sales Tax.

The reduction in revenue shown above includes the loss of potential revenue the state would receive from
salesof R & D equipment with a Sales Tax rate of 6%.

Personal Property Tax Credit: The cost of the existing $37,500 AV credit for personal property (PPTRC)
will be affected by the levy reductions and the delay of reassessment found elsewhere in this bill. The cost
of the credit under current law is estimated at $96.0 M in FY 2004 and $97.9 M in FY 2005. Thetotal cost
of this credit, taking the levy and reassessment changesin thisbill into consideration, isestimated at $123.5
M in FY 2004 and $88.5 M in FY 2005. The estimated changein state revenuesis ($27.5 M) in FY 2004 and
$9.4M in FY 2005. Theinventory credit contained in thisbill isrolled into the existing credit structure. The
inventory portion of the credit is discussed in the following section.

Inventory Tax Replacement Credit: Under this provision, the state would provide a 50% credit for property
taxes due on inventory assessments. This credit would be made a part of the existing income tax credit for
business personal property tax (PPTRC). The inventory credit would not apply to utility inventory as the
existing PPTRC does not apply to utilities. The credit may be taken against the taxpayer'sliability under the
Corporate Gross Income Tax, Adjusted Gross Income Tax, Supplemental Net Income Tax, Financial
Institutions Tax, and Insurance Premiums Tax. If the amount of the credit exceeds the taxpayer's liability,
they may carry forward the excess in subsequent years, but they may not claim arefund.

Estimation Issues: In estimating the impact of this provision, special attention was given to the
impending real property reassessment. The final rules on real property assessment and personal property
assessment will have adirect impact on property tax rates and the amount of the property tax levy that will
be attributed to inventory. The real property reassessment will shift some of the property tax burden from
personal property owners to real property owners, while the new personal property assessment rule will
moderate that shift to some extent. The total increase in assessed value for 2003 pay 2004 is estimated at
about 61.1%, taking both the new real property and personal property rules into account. (It was assumed
that the next reassessment will apply to property assessed in 2003 with taxesfirst paid in 2004 in accordance
with the reassessment delay contained in this bill.)

Whileitisdifficult or impossibleto estimate, theremoval of 50% of thetax burden oninventory will provide
anincentivefor taxpayersto report moreinventory inthe state. Taxpayerswho currently moveinventory out
of state may keep more of their inventory in Indiana. Also, the reduction of property tax on inventory may
attract new operations that hold inventories. The estimated cost of the Inventory Tax Replacement Credit
presented bel ow isbased on historical growthsand known factors. If, infact, this provision causesbehavioral
changesthat result in higher level sof inventory, the actual cost of the credit will exceed the estimates bel ow.

Data: Accordingto the State Tax Board's Property Tax Analysisfor various years, the net property
tax oninventory equaled $406.9 M in CY 2000 and $427.6 M in CY 2001. The 2000 pay 2001 inventory AV
was $4.70 B and has grown at an average annual rate of 2.7% over the last five years. The statewide net
average property tax rate was $8.6955 per $100 AV in CY 2000 and $8.8151 per $100 AV in CY 2001.

Fiscal Impact: Future inventory assessed values were projected based on historical data and were
reduced to compensate for the production inventory exemption found elsewhere in this bill. Future average
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net property tax rates were estimated based on historical data, the levy reductions for welfare funds and
school general funds found elsewhere in this bill, and on the estimated changes to the total tax base due to
the newly adopted real property and personal property assessment regulations. Based on estimates of future
total tax levies and total assessed values, it is estimated that the statewide average net tax rate will grow at
arate of about 1.6% per year in non-reassessment years. An estimate of the future net property tax on
inventory was computed by multiplying the estimated net assessed value of inventory by the estimated net
average tax rates.

Estimated State Cost of 50% Inventory Tax Credit

Calendar Year Credit Amount Fiscal Year Credit Amount
CY 2004 $1394 M FY 2004 $69.7M
CY 2005 145.7 M FY 2005 1425 M

Based on the estimated growth rates of inventory assessed value and net property tax rates, the cost of the
credit is estimated to grow at about 4% to 5% per year.

Under current law, the state will allow acredit against state income tax for the property tax paid on thefirst
$37,500 AV of ataxpayer’s business personal property in the state. The $37,500 AV credit will be first
available based on property tax paid in CY 2003 and can be claimed beginning in 2004 when taxpayersfile
their 2003 income tax returns. This bill requires that the $37,500 AV credit is to be applied first to
depreciable assets and the residual, if any, isto be applied to inventory before the 50% inventory credit is
calculated. There are some taxpayers who have total assessments, including inventory, that are at or under
$37,500. For these taxpayersit is clear that the existing income tax credit would reduce the state’ sliability
for the Inventory Tax reduction in thishill. The amount of the reduced stateliability for theinventory credit
isestimated at $1.5 M to $3.2 M annually under this bill and isreflected in the cost estimates presented in
the above table.

Assessment of Rental Housing: The State levies a small tax rate for State Fair and State Forestry. A $50 M
reductioninthe assessed value basewill reduce the property tax revenuefor these two funds by about $1,650
annually.

New Funds: The bill also establishes the Tax Relief Fund and the Tuition Support Stabilization Fund. The
Tax Relief Fund is established to provide a source of money to maintain the inventory tax replacement and
homestead distributions and to meet the state’ s obligations for welfare when economic conditions result in
lower General Fund revenue collections. The Tuition Support Stabilization Fund is to provide a source of
fundsto maintain statetuition support paymentsunder similar conditions. Thesefundsareto beadministered
by the state Treasurer. Interest that accruesto these fundswill remain in the funds. Money inthefundsat the
end of thefiscal year do not revert to the General Fund. The Budget Director shall determine the unused 21
Century Tax Plan balance to be transferred into these funds.

Based on the above estimates, it is anticipated that approximately $393.0 M could be transferred to these

funds ($294.7 M to the Tax Relief Fund and $98.3 M to the Tuition Support Stabilization Fund) at the end
of FY 2003. Approximately $324.8 M could be transferred to the Tax Relief Fund at the end of FY 2004.
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Budget Deficit Reduction Provisions:

Riverboat Admission Tax Increase: Thebill increasesthe Riverboat Admission Tax from $3 to $4 effective
July 1, 2002. Thebill requiresthe revenue fromthe additional $1 Admission Tax to bedistributed to the state
General Fund. The additional $1 Admission Tax is estimated to produce approximately $41.1 M to $42.2
M in FY 2003; $41.5 M to $43.5 M in FY 2004; and $42.0 M to $44.8 M in FY 2005.

Under current statute, a$3 Admission Tax isimposed on the owner of each riverboat casinoin Indiana. The
tax must be paid for each person admitted to a riverboat gaming excursion, whether paid or unpaid.
Approximately 39.5 M riverboat admissions resulted in just over $118.6 M in revenue from the current $3
Admission Tax during FY 2001. During the 12-month period November 2000 to October 2001, however,
admissions to the riverboats totaled approximately 40.4 M. Assuming a growth rate ranging from 1.1% to
3% annually, admissionsto theriverboats are estimated to total approximately 41.1 M to42.2M in FY 2003.
Totalsfor subsequent fiscal years assumethe same annual rates of growth over the FY 2003 estimated totals.
These growth rates are based on recent trends in admissionsrel ative to casino space and in overall riverboat
admissions.

Riverboat Wagering Tax Increase: The bill increases the Riverboat Wagering Tax to 22.5% on the annual
adjusted gross wagering receipts (AGR) generated by ariverboat casino in excess $25 M. Currently, the
Wagering Tax is 20% on the total annual AGR generated by ariverboat casino. Under the bill, the 20% tax
rate would continueto apply to thefirst $25M in annual AGR ariverboat casino generates. Thebill requires
the incremental revenue due to the 22.5% tax rate to be distributed to the state General Fund. This is
estimated to total approximately $40.0 M in FY 2003. This estimate is derived using the State Budget
Agency’s FY 2003 forecast (as of January 22, 2001) of Wagering Tax revenue by riverboat. The forecast
total for FY 2003 is $370.16 M. Assuming 3.5% annua growth in AGR based on recent trends, the
incremental revenue from the new tax is estimated to total approximately $41.4 M in FY 2004 and $42.9 M
FY 2005.

Transfer of Surplus Lottery and Gaming Revenue: The hill requires an annual transfer of $100 M from the
L ottery and Gaming Surplus Account (LGSA) within the Build Indiana Fund (BIF) to the state General Fund
beginningin FY 2004. Based on the current State Budget Agency forecast for the LGSA (as specifiedinthe
table below), sufficient revenue is expected to be available for a $100 M transfer in FY 2004. The State
Budget Agency forecast indicatesthat approximately $169.0 M will remaininthe LGSA after the statutorily
determined transfer to the Motor Vehicle Excise Tax Replacement Account (MVETRA) within the state
Genera Fund. Under current statute, thisamount would betransferred to the State and L ocal Capital Projects
Account (SLCPA). Thus, assuming surplus Lottery and Gaming revenue isthe samein FY 2004, sufficient
revenue would be available for the $100 M transfer after the required MVETRA transfer. The table below
summarizes surplusL ottery and Gaming transfers(actual and projected) accordingto current law in FY 2001
to FY 2003, and under the bill in FY 2004. The state General Fund transfer in FY 2004 would leave an
estimated $69.0 M for transfer to the State and Local Capital Projects Account (SLCPA).
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SurplusLottery and Gaming Revenue & Distributions (Millions)*

FY 2001 FY 2002 FY 2003 FY 2004
Revenues & Distributions (Actual) (Projected) (Projected) (Projected)
Surplus Lottery Revenue $160.0 $155.0 $155.0 $155.0
TRF Transfer ($30.0) ($30.0) ($30.0) ($30.0)
PRF Transfer ($30.0) ($30.0) ($30.0) ($30.0)
Surplus Lottery Revenue to the LGSA $100.0 $95.0 $95.0 $95.0
Surplus Gaming Revenue to the LGSA $268.2 $285.2 $285.2 $285.2
Interest $26.9 $25.0 $25.0 $25.0
Tota Revenueto LGSA $395.1 $405.2 $405.2 $405.2
MVETRA Transfer ($234.7) ($236.2) ($236.2) ($236.2)
State General Fund Transfer $0 $0 $0 ($100.0)
SLCPA Transfer ($160.4) ($169.0) ($169.0) ($69.0)

*Updated as of 10/25/01.

Under current statute, surplus Lottery revenue (money remaining in the Administrative Trust Fund after
payment of prizesand operating expensesof theL ottery) isfirst transferred tothe Teachers’ Retirement Fund
(TRF) and the Pension Relief Fund (PRF). Once these transfers are made, surplus Lottery revenue is then
distributed to the L ottery and Gaming Surplus Account (LGSA) within the Build Indiana Fund (BIF). The
L GSA also receives surplus gaming revenues (revenues from the Riverboat Wagering Tax, the Pari-mutuel
Wagering Tax, the Pari-mutuel Satellite Facility Tax, the Charity Gaming Excise Tax, and the Charity
Gaming License Fee). A statutorily determined amount of revenue in the LGSA istransferred each year to
the Motor V ehicle Excise Tax Replacement Account (MVETRA) within the state General Fund. (Beginning
with FY 2002 and continuing each year thereafter, this amount is equal to approximately $236.2 M.) The
remaining money inthe LGSA isthentransferred to the State and Local Capital Projects Account (SLCPA).
ThebalanceintheBuild IndianaFund as of June 30, 2001, was $347.3 M. After statutorily required transfers
and appropriationsunder HEA 1001-2001, the balancein BIF asof June 30, 2002, isexpected to total $154.7
M; and as of June 30, 2003, is expected to total $8.0 M.

Tobacco Funds: Thishbill eliminates the requirement that a portion of the tobacco settlement fundsreceived
each year be retained for investment. Beginning July 1, 2003, the bill would require that the first $90 M
received in payments be transferred to a special health care account within the General Fund during each
state fiscal year.

The bill also requires the transfer of $50 M from the investment trust portion of the Tobacco Master
Settlement Agreement Fund to aspecial health care account within the State General Fund. Thistransfer is
required to occur before May 1, 2002. The investment trust portion of the Tobacco Master Settlement
Agreement Fund had $123.9 M in distributions from the tobacco companies and $9.6 M in interest earnings
as of the end of FY 2001. The tobacco companies will contribute an estimated additional $59.7 M by May
of 2002. The required transfer will leave an estimated $133.6 M plus interest earnings remaining in the
investment portion of the Fund.
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The bill aso requires a second transfer of $90 M from the investment trust portion of the Tobacco Master
Settlement Agreement Fund to a special health care account within the State General Fund. Thistransfer is
required to occur during FY 2003. The tobacco companieswill contribute an estimated additional $60.3 M
by May of 2003. Therequired transfer will leave an estimated $103.9 M plusinterest earningsremaining in
the investment portion of the Fund at the end of FY 2003.

Suspension of Homeowner’s Property Tax Deduction: The bill suspends the homeowner’s property tax
deductionfor tax years 2002 and 2003. Therevenue gain fromthistemporary change could potentially range
from $48.0 M to $64.0 M in FY 2003 and $57.4 M to $67.7 M in FY 2004.

Under current statute, a taxpayer may deduct property taxes paid during the taxable year in Indianaon his
or her principal place of residence. Thedeductionislimited to thelesser of the property taxes paid or $2,500.
In 1999, about 1.16 M taxpayers claimed this deduction resulting in arevenue |oss of approximately $39.9
M. Thiswas the first year the deduction was in effect. The low range estimates presented above are based
on the actual deduction total from 1999. This total is inflated based on recent annual growth rates in
residential property taxes equal to 4.95% and also reflects a 1.3% annual growth rate in the number of
taxpayers claiming the deduction. Thisisequal to long run growth in the number of taxpayers claiming the
renter’ s deduction. The high range estimates reflect the maximum deduction amount that could potentially
be claimed by taxpayers. These totals are based on the statewide residential property tax levy adjusted to
reflect annual growth in the levy.

Property Tax Add Back: The hill re-institutes the property tax add back for tax years 2002 and 2003. The
revenue gain from this temporary change could potentially range from $84.7 M to $98.7 M in FY 2003 and
$88.5M to $103.8 M in FY 2004.

Prior to tax year 1999, business property taxes deducted for federal tax purposes were added back on
Corporate and Individual Income Tax returns. Property taxes deducted by financia institutions for federal
tax purposes al so were added back on Financial Institutions Tax returns. The low range amounts presented
abovereflect prior simulation estimates of the property tax add back on Corporate and Financial Institutions
returns. Thelow range also incorporates an estimate of the property tax add back on Individual Income Tax
returns based on 1998 and 1999 tax year data. The individual return datais inflated by 4.58% per year to
reflect recent annual growth ratesin business property taxes. The high range amountsreflect prior estimates
based on corporate and financial institutions simulations and individual return data. The high range amounts
are currently utilized for purposes of adjusting the Income Tax revenue forecasts.

Cigarette Taxes: Thishill increasesthe Cigarette Tax on packs of 20 cigarettesto $0.55 fromthe current rate
of $0.155. Based on data from the November 14, 2001, state revenue forecast, the proposed Cigarette Tax
rate increase will generate an additional $24.5 M in FY 2002, $294.9 M in FY 2003 and $296.2 M in FY
2004. Although the effective date of thisproposal isMay 1, 2002, cigarette taxes at the $0.55 rate would not
be remitted until June 2002. Therefore, there will be one month of remittancein FY 2002 of $24.5 M. The
bill adjusts the statutory percentage distribution of cigarette tax revenue so that the increased revenue will
be distributed to the state General Fund and Cigarette Tax Fund. The table below shows how the increased
revenue will be distributed.

FY 2002 FY 2003 FY 2004

Genera Fund $24.4 M $293.6 M $2949 M
Cigarette Tax Fund 0.1M 13M 13M
Total $245M $2949 M $296.2 M
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Cigarette Tax distributions to the Mental Health Centers Fund and the Pension Relief Fund were also
adjusted so that these funds retain their current level of funding. Revenue in the Cigarette Tax Fund is
distributed to the Department of Natural Resources (DNR) and local governmental entities. The bill also
makes changes to the distribution of Cigarette Tax Fund revenue so that the majority of the Cigarette Tax
Fund revenue increase is distributed to local entities (see Explanation of Local Revenues, below).

The increase of the Cigarette Tax and the change in the distribution of Cigarette Tax Fund revenue is
expected to increase DNR revenue by approximately $2,000 in FY 2002, $66,000in FY 2003, and $99,000
in FY 2004.

Premium Tax: This bill delays the current reduction in the Premium Tax charged on certain insurance
policieswritten in Indiana. The delay in the reduction is estimated to increase state General Fund Revenue
by $3.9M in FY 2003 and $11.7 M in FY 2004. Thetable bel ow showsthe Premium Tax ratein place under
current law, and with the changes proposed in this bill.

Calendar Year Current Rate Proposed Rate

2003 17% 1.8%
2004 15% 1.8%
2005 13% 1.7%
2006 13% 15%
2007 and after 13% 13%

Fee Changes

Property Tax Representative Licensing Fee: Under current law, the Department of Local Government
Finance (DLGF) must adopt rules that govern the practice of tax representatives before the Indiana Board
and the DLGF. As part of those rules, this bill would require the DL GF to establish alicensing program for
tax representatives. A license applicant or license holder would be required to pay a $50 annual fee which
would be deposited into the state General Fund. The license and the associated fee would not apply to the
property owner, full-time employees of the property owner, representatives of local taxing units, CPAS, or
attorneys.

According to the State Tax Board, there are currently between 500 and 1,000 tax representativesin the state
who would be subject to the license program. The $50 annual license fee imposed by this provision would
generate approximately $25,000 to $50,000 annually beginning in FY 2003.

Non-Governmental Employee Continuing Education Fee: Under current law, the DLGF must conduct a
minimum of four continuing education sessions each year for the benefit of local assessing officials. This
bill would requireanindividual whoisnot alocal assessing official or their employee or an employee of the
DL GF who attends a session to pay afee. The fee would equal $50 for a half-day session or $100 for afull
day. According to the State Tax Board, an average of 57 non-government individual s attend each of thefour
full-day sessions annually. Assuming continued attendance, the fee imposed under this provision would
generate about $23,000 per year from these individuals beginning in FY 2003.

IDEM Fees: This bill allows the Air Pollution Control Board, Water Pollution Control Board, and Solid
Waste Management Board to establish annual feesfor activewater system permits, municipal separate storm
sewer system permits, and National Pollutant Discharge Elimination System (NPDES) general permits
effective January 1, 2003. Fees for such permits and any delinquency charges for nonpayment are payable
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to IDEM for deposit in the Environmental Management Permit Operation Fund. Thebill increasestheannual
permit feesfor various NPDES permits. It also increasesthe following solid waste fees: (1) application fees
for solid waste permits; (2) annual operation fees; and (3) disposal fees. Thebill also increasesthefollowing
hazardous waste fees: (1) application fees for hazardous waste permits, and (2) annual operation fees.

Wastewater, solid waste, and hazardous waste fees are increased by 20%. An amount equal to 91.666% of
the fee revenue for fees generated under 1C 13-18-20 (wastewater), 1C 13-20-21 (solid waste), and IC
13-22-12 (hazardouswaste) areto be deposited into the Environmental M anagement Permit Operation Fund
and 8.334% are to be deposited in the State General Fund. However, for the period beginning July 1, 2001,
and ending June 30, 2003, all fee increases (for a six-month period from January 1, 2003 (applying the
effective date), to June 30, 2003) must be used exclusively for total operating expenses of the Indiana
Department of Environmental Management.

The wastewater, solid waste, and hazardous waste permit application and annual operation fee revenue
increase estimates are as follows:

* Wastewater: $0.367 M annually to IDEM, and $0.367 M to the General Fund.
* Solid Waste: $0.3 M annually to IDEM, and $0.3 M annually to the General Fund.
* Hazardous Waste: $0.167 M annually to IDEM, and $0.167 M to the General Fund.

The above estimates are based on 20% increase to the FY 2000 fee collectionsin those programs. The hill
increases the amount to be collected by approximately $834,000. In addition, approximately $834,000 will
now go the State General Fund as a result of the amendment which would deposit 8.334% into the State
General Fund except for the six-month period beginning January 1, 2003, and ending June 30, 2003. Fees
collected during this period, an estimated $417,000 could be used by IDEM for operating expenses.

Another provision of thebill directsthefeerevenue generated under 1C 13-16-1-8 (new feesfor public water
systems, stormwater permits, and NPDES general permits) to be deposited as follows: 50% in the
Environmental Management Permit Operation Fund and 50% in the State General Fund.

The fee schedule for public water supplies authorized by this bill can generate no more than $2 million
annually. Of this amount, 50% would go to the State General Fund. The net impact is a reduction of
approximately $1 M for IDEM.

The new stormwater fee schedul e authorized by thisbill can generate no more than $0.5 M annually. Of this
amount 50% will go to the State General Fund. The net impact isareduction of approximately $0.250 M for
IDEM.

The proposal adds several provisionsto allow money in the Underground Petroleum Storage Tank Excess
Liability Trust Fund (ELTF) to be used to pay the expenses incurred in operating and administering the
motor vehicleinspection and maintenance program. Theexpensesare currently paid fromthe General Fund,
so there will not be afiscal impact upon IDEM. However, it does help the State's General fund as it would
provide $7.534 M in reversions to the State General Fund.

Sate Police Fees: (A) For supplying copies of accident reports, the State Police Department currently
charges $3 for each report. The bill provides that the Department may, by rule, charge afee in an amount
greater than $3 for each report. This fee is deposited in the “accident report account.” The fee generated
about $108,000 under the current fee structure in FY 2001. (B) Under IC 20-9.1-4-5, the State Police
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Department is required to inspect all special purpose and public and private school buses that transport its
pupils. Thebill authorizesthe State Police Department to impose feesfor thoseinspections. In FY 2000, the
Department completed 13,947 school bus inspections, 2,121 random or spot inspections, and 647 twelve-
year-old or older school bus inspections. In addition, the Department made 450 to 500 special purpose bus
inspections. Thishill authorizesthe State Police Department toimposefeesfor theseinspections. (C) Current
statute also provides for the collection of a $3 fee to defray the cost of processing areguest for inspection
of alimited criminal history and $7 to defray the cost of processing arequest for release of alimited criminal
history. Thisbill allowsthe State Policeto increasethelevel of feesby rule. Thisfee generated about $1.753
M in FY 2001 under the current fee structure.

The additional revenues from these provisions will depend upon administrative action.

Rainy Day Fund Loan: Thishill permits qualified taxing unitsin Porter County facing budgetary shortfalls
because of ataxpayer's bankruptcy to apply for aloan from the Counter-Cyclical Revenue and Economic
Stabilization Fund (Rainy Day Fund). The bill limits the total amount of the loansto $28.0 M. Interest may
be charged on the loans at arate not to exceed the 12-month rate of increase in the Consumer Price Index.
Any interest rate would be set by the State Board of Finance. Thebill requiresthat theloansberepaidinfive
years. The balance of the Rainy Day Fund as of June 30, 2001, was $526 M and is estimated to be $526 M
at theend of FY 2002.

The Rainy Day Fund currently earnsinterest at the six-month U.S. Treasury Bill interest rate (1.88%). The
CPI rate of annual increase has been between 2% and 3% for several years. Thefund would not suffer aloss
of interest income on the outstanding loan balance if the Finance Board sets the interest rate comparable to
the rate that the fund currently earns.

Headquarters Relocation Tax Credit: Taxpayers relocating a corporate headquarters could qualify for the
Headquarters Relocation Tax Credit. The credit would reduce state tax revenues by an indeterminable
amount beginning in FY 2004.

Under the bill, ataxpayer may take a credit equal to 50% of the taxpayer’s relocation costs in a given tax
year. In order to receive the credit, the taxpayer must relocate the headquarters of a corporation from a
location outside of Indianato Indiana, have at least 250 empl oyees, and have had annual worldwiderevenues
of at least $25 B in the previous year. The tax credit is effective for tax years beginning January 1, 2004.

The credit would be applicableto thetaxpayer’ sstatetax liability for any of thefollowing taxes: State Gross
Retail and Use Tax, Gross Income Tax, Adjusted Gross Income Tax, Supplemental Net Income Tax, Bank
Tax, Savingsand Loan Association Tax, Financial Institutions Tax, and the Insurance Premiums Tax. These
taxes are deposited in the General Fund and the Property Tax Replacement Fund.

The credit would not be allowed to reduce aqualifying taxpayer’ s state tax liability bel ow the amount of the
taxpayer’ sstatetax liability inthetax year immediately preceding thetax year that thetaxpayer first incurred
relocation costs.

Pass-through entities could qualify for the credit. If apass-through entity does not have statetax liability as
listed above, ashareholder, partner, or member of the pass-through entity isentitled to the credit equal to the
percentage of the pass-through entity’ sdistributiveincome multiplied by the credit determined for the entity
in ataxable year.
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The amount of credit awarded to a qualifying taxpayer would be divided equally over ten years beginning
in the year the credit was granted. If the amount of credit exceeds a taxpayer’ s state tax liability for atax
year, the taxpayer may carry over excess credit to future tax years. The amount of the credit carryover from
ataxable year would be reduced to the extent that the carryover is used by the taxpayer to obtain credit in
futuretax years.

The revenueloss from this credit would be partially offset by increased Individual Adjusted Gross Income
and Sales Tax revenue generated from the new employment and business activities of the corporate
headquarters.

Certified Technology Parks: The bill also allows alocal redevel opment commission operating a certified
technology park to captureincremental revenue from the state income and sal es taxes generated in the park
(income tax revenue paid by employeesworking in the park and sales tax revenue paid by businessesin the
park, in excess of the base amounts for each tax calculated before the establishment of the park). The hill
limits the amount of incremental income and sales tax revenue a park can captureto $5 M over thelifetime
of the park.

Certified Job Skills Training Programs: The bill establishes two income tax credits for job skills training
costs. Thiscould potentially reduce revenuefrom various state taxes by an indeterminable amount beginning
in FY 2004. The extent of the revenue loss would depend upon anumber of factors, including employer and
employee cost and utilization of training programs certified by the Department of Workforce Devel opment.

A nonrefundable credit for employers is established equal to 10% of expenses from sponsoring or co-
sponsoring acertified job skillstraining program or reimbursing employeesfor costsof participatingin such
aprogram (programs must be certified by the Department of Workforce Development). To qualify for this
credit the employer must pay an average hourly wage that exceeds 150% of the federal minimum wage. If
an employer isunableto exhaust credits, the credits may be carried forward to subsequent tax years. The bill
also establishesarefundabletax credit for individual taxpayersequal to thelesser of $250 or 25% of training
fees, or tuition paid by the taxpayer and not reimbursed or otherwise covered by the taxpayer’ s employer.
To be creditable expenses for an employee, the fees or tuition must result from participation in a certified
jobskillstraining programthat rel atesto the taxpayer’ scareer field or job classification, asdetermined under
rules of the Department of Workforce Devel opment.

Data on Job Training Costs: Datais unavailable relating to costs incurred by employees for job- or career-
specific training that is not reimbursed by their employersand that could potentially be creditable expenses
under thebill. Relativeto employer-incurred training expenses, however, the National Compensation Survey
(1999) by the U. S. Bureau of Labor Statistics (BLS) indicates that an average of 39% of workers in the
Midwest receive education assistance from their employersfor work-related studies. In addition, theBLS's
Survey of Employer-Provided Training (1995) suggests that employerswith 50 or more employees provided
about 17 hours of “job skills training” to employees during 1995. This training included: (1) literacy and
other basic skillstraining; (2) training in communications, speaking, writing, and other related skills; and (3)
training in professional, management, technical, and other job- or career-specific skills. All of these would
appear to fall within the criteriafor job skillstraining under the bill. In terms of employer-incurred training
costs, the BL Ssurvey indicatesthat trai ning expendituresby empl oyerswith 50 or more empl oyeesaveraged
$305 per employee in 1994. The 1994 average training expense increases to $372 in current terms when
adjusted for inflation. These costs were incurred for employee tuition reimbursements, wages and salaries
of in-housetrainers, and paymentsand other costsfor outsidetrainers. However, the survey does not specify
the different types of training for which these expenses were incurred. It also does not specify training
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expenses by wage or salary scale of the employer. Nationally, the BLS survey indicates such training costs
totaled an estimated $14,857 M to $18,421 M in 1994. Allocated based on Indiana's percentage of the
employed workforce nationally (approximately 2.2%) and adjusted for inflation, job training costsincurred
by Indiana businesses could potentially total as much as $399 M to $495 M in current terms.

Hoosier Homefield Advantagel nvestment Tax Credit: Thebill establishesthe Hoosier Homefield Advantage
Investment Tax Credit to be awarded by the EDGE Board. The credit could potentially reduce revenuefrom
various state taxes. However, these reductions would be offset by taxes on increased employee earnings to
the extent that they result frominvestment that would not have occurred in the absence of thetax credit. The
preciseimpact of the credit isindeterminable. Depending upon how quickly the EDGE Board beginsthe tax
credit determination process, the bill could potentially impact state revenue beginning in FY 2003, but more
likely in FY 2004. (EDGE tax credits were awarded for tax year 1994, though the legislation establishing
the EDGE Program was approved, and went into effect, in February 1994.)

Under the bill, the EDGE Board is authorized to award ataxpayer (an individual, corporation, partnership,
or other entity with atax liability) a nonrefundable tax credit for expenditures on qualified investment that
the Board determines will foster job creation and higher wagesin Indiana. The tax credit is equal to the
lesser of (1) 3% of the qualified investment or (2) the difference between thetaxpayer’ sliability in ataxable
year and the tax year immediately preceding the year in which the qualified investment was made. The
taxpayer is entitled to claim the credit for ten consecutive years beginning with the year in which the
qualified investment was made. However, the tax credit islimited to the amount of qualified investment that
isdirectly related to expanding the workforce in Indiana; and the tax credit may not be awarded in relation
to jobs that ataxpayer is relocating from one Indiana site to another. If the amount of the credit exceeds the
taxpayer's liability, the excess credit may be carried forward to subsequent years.

The EDGE Board may award atax credit if: (1) The applicant has conducted businessin Indianafor at least
one year; (2) the applicant’s project will raise total earnings of the applicant’s Indiana employees; (3) the
applicant’ s project iseconomically sound and will benefit the people of Indiana; (4) receiving the tax credit
isamagjor factor in moving forward with the project, and not receiving the credit will result in the applicant
not raising the total earnings of Indiana employees; (5) awarding the tax credit will result in an overall
positivefiscal impact to the state, as certified by the State Budget Agency; (6) that jobs for which the credit
isbeing awarded are not being rel ocated from one Indiana site to another; and (7) the average wage paid by
the taxpayer at the project location after the credit isgiven will be at least 150% of the state minimum wage.

EDGE Credits: Under the bill, an applicant for EDGE tax credits would no longer be required to verify that
at least one other state is being considered for the proposed development project.

Explanation of L ocal Expenditures:

Budget Deficit Reduction Provisions:

Certified Technology Parks: After entering into the technology park agreement with the IDOC, a
redevel opment commission must submit to the Department of State Revenue (DOR) certified copies of the
IDOC designation of thetechnology park and the technol ogy park agreement entered intowith IDOC, aswell
as a complete list of the employers in the park and information on streets in the park. The DOR is then
required to calculate the base amounts for income and sal es taxes generated in the technology park.

If aredevelopment commission designates a certified technology park asa TIF area, it must publish notice
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of thisaction and of the public hearing on the subject and accept written remonstrances on this action. The
bill also requires that the commission file information regarding the technology park with each taxing unit
that levies property taxes in the park. If, after holding a public hearing, the redevelopment commission
designates the TIF area, a person who submitted a written remonstrance may appeal the commission’s
decision to the circuit or superior court of the county.

Expenditure Limits: Distributions of state revenue to local units of government are dependent on the
disposition of state appropriations.

Explanation of L ocal Revenues:

Tax Restructuring Provisions:

School General Fund Property Tax Levies: Thereductionsin property taxes and Motor Vehicle Excise Tax
and FIT revenue are offset by increased state tuition support funding.

Reassessment Delay: Under current law, the impending reassessment of real property will take effect with
property taxes paid in CY 2003. This bill would delay the effective date of this reassessment for one year.
In addition, the bill directs the Department of Local Government Finance to establish a method to make
adjustmentsto the assessments of personal property so that the changesin personal property valuation under
the newly adopted personal property assessment rule are delayed by one year aswell.

Utility Assessments: Under this proposal, utilitiesthat realize a property tax reduction in any year after CY
2003 (aside from tax reductions due to the levy reductions in this bill) would be required to pay a special
assessment that is equal to the amount of the tax reduction. The utility's 2003 property tax liability, as
adjusted for levy reductions, would be used as the base for determining the special assessment in all years
after CY 2003. The special assessment would be treated as property tax for the purpose of settingleviesand
tax rates. In effect, the special assessment would shift part of the property tax burden fromall other property
classesto utility taxpayers.

Shelter Allowance / Standard Deduction: Under the newly adopted real property assessment rules, owner-
occupied housing is eligible for a shelter allowance. Shelter allowance ranges by county from $16,000 to
$22,700 with the average at about $19,000. This bill would prohibit use of a shelter allowance and replace
it by increasing the Standard Deduction from $6,000 AV to $25,000 AV. Overall, there should not be any
real impact due to this change on a statewide basis, although there could be some dlight tax shifting within
some counties.

Welfare Levy Reduction: County revenues and expenditures would both be reduced by the amount listed
under the State Expenditure section for state welfare takeover. Overall, the expenditure change and the
revenue change result in no net changes to counties.

Homestead Credit Increase: The increase in Homestead Credits would not affect local revenues.
Homeowners' property tax bills would be reduced by the additional credits, but the state would reimburse
local taxing units for the lost revenue.

Inventory Tax Credit: This provision would not affect local revenues. Inventory owners' property tax bills
would be reduced by the amount of net property tax that they pay on businessinventory, but the state would
reimburse local taxing units for the lost revenue.
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Property Tax Replacement Credit Reduction: Total local revenues would not be affected by this provision.
Taxpayers would pay the portion of PTRC that is being eliminated under this proposal.

Effectson Tax Increment Financing: Tax increment financing (TIF) allocations are equal to theincremental
assessed valueinaTIF areamultiplied by the surrounding taxing district'stax rate. In CY 2001, TIF revenues
totaled $151.6 M, statewide. As a consequence of reducing the welfare and school general fund levies and
tax rates, TIF proceeds would be reduced. If these tax rates had been eliminated in CY 2001, TIF districts,
statewide, would have lost about $21.3 M. However, this bill permits the TIF district's governing body to
impose a special assessment on the property in the TIF areain order to meet the district's obligations if the
changein assessment rulesresultsin arevenue amount too small to meet obligations. The special assessment
would belimited to the lesser of the amount still needed to meet obligations or the proceeds from a 10% tax
rate increase. In addition, the DL GF may adjust the base AV in the alocation area, reallocate PTRC in the
TIF areato pay obligations, and order distributions from the state Tax Relief Fund established by thisbill.

Effects on Local Option Income Tax Distributions: Under current law, counties that impose the County
Option Income Tax (COIT) may provide alocally funded Homestead Credit up to an additional 8%. COIT
revenue that is not used to fund the local Homestead Credit is distributed to civil taxing units (counties,
townships, cities, towns, libraries, and special taxing units). A reduction in the property tax levy would
reducethecost of providing thelocal Homestead Credit, thereby directing more COIT revenueto civil taxing
units.

Under current law, countiesthat imposethe County Adjusted Grossincome Tax (CAGIT) must allocatelocal
Property Tax Replacement Creditsto civil taxing units and to school corporations. The amount of property
tax relief isdependent onthe CAGIT tax rate and on thetotal amount of CAGIT proceedsin the county. The
total amount of property tax levies does not affect the amount of CAGIT proceeds used for property tax
relief. CAGIT revenuethat isnot used to reduce the property tax leviesthat are being eliminated or reduced
under this bill would be used to reduce other property tax leviesin the county.

COIT and CAGIT certified shares are the amount of local option tax proceeds that are available for
distribution to civil taxing units after local Homestead Credits and local Property Tax Replacement Credits,
respectively, are paid. Certified shares are distributed based on a civil taxing unit’s proportionate share of
the total civil unit property tax levy. The bill adjusts the basis for the distribution to include the amount of
the levies that are being reduced or eliminated. This calculation ensures that the bill does not alter the
proportion of certified shares that civil unitsin adopting counties will receive.

Assessment of Rental Housing: Under this proposal, assessing officials would be directed to consider all
relevant informationintheassessment of rental housing, regardlessof whether theinformationwas presented
to the township assessor prior to the assessment of the property.

Thebill would limit assessorsto the use of the capitalization of incomemethod on low incomerental housing
and would prohibit consideration of tax credits or government subsidies in determining the value of this
property. The restrictions on the method of assessment and on the income considered in the assessment of
low income rental housing would reduce assessed values statewide by an estimated $50 M.

The AV reduction would cause a shift of the property tax burden from the owners of low income rental

housing to all taxpayers in the form of an increased tax rate. The statewide total shift is estimated at
$900,000.
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Apartment Complex Property Tax Deduction: Under thisproposal, theowner of an apartment complex would
beeligiblefor asingleassessed val ue deduction of $25,000 per apartment complex. The AV reductionwould
cause a shift of the property tax burden from apartment complex ownersto all taxpayersin the form of an
increased tax rate. The amount of the shift is not currently known.

Abatements: This provision would require the DL GF to recal cul ate the amount of abatement that ataxpayer
isentitled tofor equipmentinstalled prior to March 1, 2001. T hisadjustment woul d ensurethat the deduction
bearsthe same proportion to assessed value under the new personal property assessment rule asit did under
the old rules.

Rainy Day Fund Loan: This provision would allow Porter County taxing units to apply for a loan before
January 1, 2003, with repayment within five years. In order for the taxing unit to qualify, the bill would
require an expectation of continued significant revenue shortfalls due to a steel manufacturer’s default on
one of itstax payments as aresult of abankruptcy. The amount of an individual taxing unit’ sloan would be
limited to the amount of the unit’ s share of the tax payment that was defaulted in November 2001and in 2002
plusthe amount of interest accrued on aloan from the Department of Commerce. Thetotal of all loans may
not exceed $28.0 M. The estimated maximum |oan amounts are:

Estimated Maximum L oans Dueto Taxpayer Default Under Proposal
December June December

Unit Name 2001 2002 2002 Total
Porter County 1,951,200 2,011,700 2,011,700 5,974,600
Portage Township 11,300] 11,600 11,600] 34,500
Westchester Township 22,500] 23,200 23,200| 68,900
Portage Civil City 122,300] 126,100 126,100] 374,500
Chesterton Civil Town 900| 1,000 1,000] 2,900
Burns Harbor Civil Town 603,500] 622,200 622,200] 1,847,900
Dune Acres Civil Town 5,200] 5,400 5,400] 16,000
Porter Civil Town 700] 700 700] 2,100
Duneland School Corporation 6,876,800] 7,090,000 7,090,000] 21,056,800
Portage Township School Corp 189,700 195,600 195,600] 580,900
Westchester Public Library 395,100 407,400 407,400] 1,209,900
Porter County Public Library 12,100] 12,500, 12,500] 37,100
Porter Co Airport Authority 40,000] 41,200] 41,200] 122,400
Total 10,231,300]  10,548,600] 10,548,600] 31,328,500

Total Loansfor all qualifying unitsis $28 M.

The money used to repay theloans must comefrom afund that is subject to the unit’ s maximum permissible
levy. The loan obligation may not be used as a reason to petition for an excessive property tax levy.
Furthermore, payments of the delinquent tax, if any, are considered to be property taxes received and are
subject to the 102% excess levy calculations. These stipulations mean that a unit cannot use a Debt Service
Fund levy or exceed its maximum levy to make loan payments. It also meansthat if the bankrupt taxpayer
makes any payments of delinquent tax and those payments cause total property tax receipts to surpass the
certified tax levy by 2%, then collections over 102% of the levy would be deposited into the Levy Excess
Fund whichisused to offset thefollowing year’ stax levy. Additionally, thebill requiresthat if |oan proceeds
plus any tax payments from the subject taxpayer exceed the taxpayer’s liability, then the excess would be
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deposited into the taxing units' Levy Excess Funds. The units may have to pay interest to the state that does
not exceed the rate of increase in the Consumer Price Index.

Increases in Renter’s Deduction: The bill increases the renter’s deduction beginning in tax year 2004.
Because these changes will decrease Indianataxable income, counties imposing local option income taxes
(CAGIT, COIT, and/or CEDIT) may, asaresult of thebill, experience an indeterminabledecreasein revenue
from these taxes.

High Impact Business|nventory Deduction: Under thisproposal, aHigh Impact Business Commissionwould
be formed and would be permitted to exempt one taxpayer’ sinventory from property tax for aperiod of ten
years. Theinventory that could be exempted includesinventory from existing operationsaswell asinventory
from any expanded or new operations. The high impact business held inventory with an assessed value of
$20.5M ($61.5 M in 2002 terms) for the 2000 Pay 2001 tax year.

Estimation Issues: There are several factors that will affect the amount of impact. First, the new real and
personal property assessment rules that take effect with taxes paid in CY 2004 (under this bill) will cause
the tax liability on inventory to change. Inventory will no longer receive the 35% valuation reduction
adjustment that was in place through the March 1, 2001, assessment date. Also, the higher assessments of
real and personal property will result in a property tax rate reduction. Overall, the elimination of the 35%
adjustment and the lower tax rateswill reducethe property tax oninventory by an estimated 5.7%, statewide.
The second factor is the amount of inventory that the taxpayer will continue to possess from current
operations and the amount of inventory held because of any new operations. The high impact business
estimates the level of inventory from new operations at roughly the same amount as the current operations
level ($60 M), thereby doubling the amount of held inventory. However, the additional inventory, if any, is
not currently part of the tax base. As such, the exemption on this property would not reduce the tax base.
Instead, the exemption would keep the new valuation from being added to the tax base. The third factor is
that the bill requires the taxpayer to invest at least $50 M in new product devel opment and manufacturing
capacity. The assessed value of thisinvestment (which would not be exempted by thisbill) would offset the
reduction in inventory value to some extent, unless the local community grants an abatement. The fourth
factor concerns the production inventory exemption contained elsewhere in this bill. The production
inventory exemption will most likely give the high impact taxpayer an exemption for a significant portion
of itsinventory. Therefore, this provision would provide an exemption for only the remaining inventory.

Theactual fiscal impact of this proposal will depend on the abovefactors, taxpayer action, and local action.
This analysis did not consider whether or not current taxpayer operations would continue without this
measure.

Asanillustration only, an analysis was performed to determine the impact to taxpayers and taxing unitsif
the exemption had been granted for the 2000 Pay 2001 tax year. The reduction in the tax base caused by the
exemption would have resulted in a $1.4 M tax shift from the high impact business to all taxpayersin all
property classes throughout Tippecanoe County. There would a so have been a$290,000 levy reduction for
rate-controlled funds, most notably school capital projects funds. District tax rates in Tippecanoe County
would have increased by a range of 0.2% to 1.4%. Again, the actual fiscal impact may differ from this
illustration due to the estimation issues mentioned above.

Production Inventory Property Tax Exemption: Under this proposal, some inventory that is not finished
goods would be exempt from property taxation. The inventory would have to be used in the production of
finished goods that might qualify for an interstate commerce exemption. The percentage of production
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inventory that would be exempt is equal to the proportion of ataxpayer’ s finished goodsthat qualify for an
interstate commerce exemption.

The 2003 Pay 2004 net inventory assessed value (AV) is estimated at $23.66 B. Manufacturers account for
about 40.7% of net inventory AV, or an estimated $9.6 B AV for pay 2004. According to exemption data
from the 1997 personal property tax returns, about 78.4% of manufacturers finished goods were destined
out-of -state and therefore exempt. Applying this same percentage to the rest of manufacturer'sinventory, it
is estimated that about $7.5 B AV per year would be exempted by this bill.

Additional exemptionsreducethe assessed valuetax base. Thiscausesashift of the property tax burdenfrom
the taxpayers receiving the deductions to all taxpayers in the form of an increased tax rate. The above
reduction in assessed value would result in an estimated net tax burden shift of about $134 M annually.

Total local civil unit revenues, except for cumulative funds, would remain unchanged. The revenue for
cumulative funds would be reduced by the product of the fund rate multiplied by the deduction amount
applicable to that fund.

Budget Deficit Reduction Provisions:

Homeowner’ s Property Tax Deduction/Property Tax Add back: Thebill suspendstheincometax deduction
for property taxes paid by homeowners and re-institutes the property tax add back for tax years 2002 and
2003. Becausethesetemporary changeswill increase Indianataxableincome, countiesimposinglocal option
income taxes (CAGIT, COIT, and/or CEDIT) may, as aresult, experience an indeterminable increase in
revenue from these taxes.

School Funding: The bill allows local schools to transfer funds from their capital projects fund,
transportation fund, school bus replacement fund, or transportation fund to their general fund during thelast
six months of CY 2002 and the first six months of CY 2003 to offset the reduction in state tuition support
revenue. The amount of the transfer each year isthe CY 2002 assessed valuation divided by 100 times the
lesser of $0.0328 or %2 of the CY 2002 capital projects fund rate. The transfer would be about $57.7 M per
calendar year. Schools may have problems funding their CY 2002 and CY 2003 capital projectsfund plans
and would have to delay some of the projects in the 3-year capital projects fund plan.

See Explanation of Sate Expenditures, above, regarding use of Motor V ehicle Highway Account fundsin
the funding of the State Police.

Headqguarters Relocation Tax Credit: If the corporate headquarters locate in a county with alocal option
incometax, there could be additional revenue generated. Thelocation of anew business entity in the county
could alsoincreasethe assessed val uation of property and subsequently reducethe property tax rates of other
tax payersin the area.

Certified Technology Parks: The bill allows a local redevelopment commission to establish a certified
technol ogy park encompassingall or part of theterritory under the commission’ sjurisdiction. Thetechnology
park must becertified by the IndianaDepartment of Commerceand must contain businessesundertaking high
technol ogy activities or abusinessincubator (for amore detailed discussion of certification and certification
requirements see above under Explanation of State Expenditures). The bill allows a redevelopment
commission operating a certified technology park to designate the park asa TIF district. Thiswould allow
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the commission to capture incremental property tax revenue generated from taxable property in the park
(revenue from assessed property valuation in excess of the base assessed value calculated before the
establishment of the park). The bill also allows a redevel opment commission operating a technology park
to capture incremental income and sales tax revenue generated in the park (income tax revenue paid by
employees working in the park and sales tax revenue paid by businesses in the park, in excess of the base
amounts for each tax calculated before the establishment of the park). Incremental income tax revenue
includes revenue from the state Adjusted Gross Income Tax and local option income taxes (CAGIT, COIT,
and/or CEDIT).

Thebill requires aredevel opment commission that establishesatechnol ogy park to al so establish aCertified
Technology Park Fund to receiveincremental property, income, and salestax revenues from the technol ogy
park. Money in the fund may be used for the development and operation of public facilities in the park
(infrastructure, land, and other assets); costs incurred relating to debt instruments issued to finance the
development of public facilities in the park; and payment of expenses incurred for public facilities in or
serving the park. The bill prohibitsany money in the Fund from being used to pay operating expenses of the
redevelopment commission. The bill also authorizes a redevel opment commission to issue bonds with a
maturity not exceeding 50 years for the purpose of providing public facilities for the certified technol ogy
park, or the cost of refunding or refinancing outstanding bonds.

The bill limits the combined amount of incremental income and sales tax revenue that a redevelopment
commission can capture within atechnology park to $5 M over the lifetime of the park. The bill does not
specify a capture limit for incremental property tax revenue. However, if the redevelopment commission
determinesthat incremental property tax revenuein ayear will exceed the amount necessary to pay the costs
of the technology park, the excessincremental tax revenue may be allocated to local units. The bill permits
the redevelopment commission to pay a property tax replacement credit against the property tax in the
“tiffed” property. This credit would reduce the amount of TIF proceeds received by the commission.

Cigarette Taxes: Theincrease of the Cigarette Tax and the changein the distribution of Cigarette Tax Fund
revenue is expected to cause an increase in local revenue. Cigarette Tax Fund revenue is distributed
semiannually by the State Auditor to cities and towns based on population. The bill is expected to increase
these distributions by approximately $100,000 in FY 2002, $1,278,000 in FY 2003, and $1,349,000 in FY
2004.

State Agencies Affected: Auditor; Department of Education; Department of State Revenue; State Budget
Agency; Public Employees’ Retirement Fund (PERF) as administrators of the Pension Relief Fund and the
1977 Police Officers’ and Firefighters' Pension and Disability Fund; Department of Local Government
Finance (State Tax Board); Indiana Supreme Court, Division of State Court Administration; Treasurer;
Department of Workforce Development; Department of Commerce; EDGE Board; Indiana Economic
Development Council; Indiana Small Business Development Corporation; Department of Environmental
Management.

L ocal AgenciesAffected: School corporations; Local taxing units; Countieswith alocal optionincometax;
L ocal redevel opment commissions; TIF districts; County auditors; L afayette Common Council; Tippecanoe
County Council; Tippecanoe County Auditor; Civil taxing units and school corporations in Tippecanoe
County.

Information Sources: Department of State Revenue; Department of Education; State Tax Board
(Department of Local Government Finance), State Police, Department of Environmental Management;
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Revenue Technical Committee’'s November 14, 2001, Revenue Forecast; Property Tax Analysis, various
years, Local Government Database- State Board of Tax Commissioners (Department of Local Government
Finance); School Finance Database; Dan Bastin, Auditor of State’s Office; National Science Foundation,
Survey of Industry Research and Devel opment; Statistical Abstract, 2000, U.S. Bureau of the Census; U.S.
Bureau of Labor Statistics, 1995 Survey of Employer-Provided Training: Employer Results, July 10, 1996.
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